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Dinar, Dollar, Euro, Shekel: Adopting a Currency in
Conflict and Post-Conflict Palestine
As Secretary of State John Kerry attempts to revive the Palestinian-Israeli peace process potentially leading to an
independent nation, it is worth reflecting on the critical first steps in the process of rebuilding the struggling
Palestinian economy.  As I outlined in the first blog in this series on currency in conflict-affected environments, a
major part of rebuilding a nation’s economy in the aftermath of conflict is the creation of a viable, credible, and
sustainable, currency system that will lead to macroeconomic stability. Emerging nations have three major
options in setting their currency:
1. Adopting a foreign currency such as the dollar for all official transactions
2. Continuing with the currency currently in circulation, often the currency of an adversary
3. Creating a national currency
In the first blog in this series, I examined the case of Timor-Leste, which adopted the U.S. dollar.  This blog will
present Palestine – where three foreign currencies are in use. The last blog in this series will cover South Sudan
and its creation of a national currency. These case studies represent vastly different approaches to currency
adoption in emerging countries and serve to highlight the relevant issues in the currency debate.
The Palestinian economy is currently underdeveloped and subsidiary to the Israeli economy. The current
financial and economic frameworks in the West Bank and Gaza developed after the signing of the Oslo Accords in
1994 between the Palestinian Authority and the Government of Israel. This includes the design of economic
policy prescriptions, as well as the relationship between key economic and financial institutions.  The World
Bank reports that real GDP in 2008 in the Palestinian West Bank and Gaza was 30 percent below the levels at the
start of the Al Aqsa intifada in 1999, with weak single digit growth in the subsequent years largely fueled by
international donations. The Bank also reports unemployment rates of approximately 30 percent. The
Palestinian economy is still greatly constrained by Israeli control and this control is regarded by the International
Monetary Fund and World Bank as a major impediment preventing the Palestinian economy from reaching its
full potential. In addition, the Gaza strip is not linked geographically to the West Bank and movement between
the two areas is almost non-existent due to Israeli restrictions. Gaza is currently facing an air, sea, and land
blockade and closure by Israel.  It is within this dismal economic climate that a Palestinian state would be
negotiating a new currency.  The choices facing a new Palestinian state would be stark, given the complex
political economy and potentially dire economic circumstances.
At the outset of the Oslo peace process, negotiators set aside the idea of an independent Palestinian currency due
to political controversy with Israel and amid Israeli objections that it would be too bold a sign of independence.
At the present time, three currencies circulate freely: the US dollar, the Jordanian dinar, and the Israeli shekel.
By far the largest share of currency denomination in the West Bank, in both deposits and lending, is in terms of
U.S. dollars but fiscal operations are primarily in shekels and most donor aid is in euros. The situation is similar
in Gaza, but with less use of shekels.
An emerging sovereign independent Palestine would have several options:
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Continue the use of all three currencies currently in circulation.
Establish a currency union with either Jordan or Israel and use either the Jordanian dinar or Israeli shekel
as the official currency.
Create a new Palestinian currency anchored either under a currency board or a fixed but adjustable parity
potentially to the dollar, euro, dinar or shekel.Under a currency board, a country has to back all of its
currency in circulation with reserves of the target currency.  With a fixed rate, the nation would link the
value of its currency to another currency or basket of currencies, and would retain the option of adjusting
the rate as economic circumstances change.
Create a new Palestinian currency with a more or less flexible exchange rate.
While it is difficult to make a prediction regarding the choice of currencies, given the option, it is highly unlikely
that a Palestinian state would willingly choose any form of circulation, currency union or anchor to the shekel,
primarily on account of political differences. While a union to the dinar would be more acceptable to
Palestinians, nationalistic considerations would push for the adoption of a Palestinian currency. An end to the
current Israeli economic restrictions could transform the Palestinian economy in fundamental ways, and until
then it may be difficult to identify an appropriate anchor currency – the dollar or the euro. Evidence suggests that
in the long run the Eurozone will become Palestine’s most important trading partner, and potentially the euro
could serve as the anchor currency. Thus, the most likely scenario, for monetary stability and credibility, would
be the adoption of a Palestinian currency with the currency anchored either under a currency board or a fixed but
adjustable parity following reforms to create and strengthen fiscal institutions, management and bank
supervision.
However, political rather than economic realities may be the determining factor in currency selection for a
Palestinian state. The introduction of a Palestinian currency may hinge on the political discussions regarding the
final status of a Palestinian state and permanent arrangements between Palestine and Israel regarding the
Palestinian right to issue currency.
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